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VIA OVERNICHT DELIVERY 

K. David Waddell 
Executive Secretary ' 
Tennessee Regulatory Authority 
460 James Robertson Parkway 
Nashville, TN 37243 



RECEIVED 

ADMINISTRATIVE 

OCT 1 4 1999 



I TN REGULATORY AUTHORITY 

Re: Application of RCN Telecom Services, Inc. (formerly RCN Telecom Services of 

Pennsylvania, Inc.), RCN Telecom Services, Inc., and RCN Long Distance Company 
for Authority to Merge and to Tranfer Licenses as Part of a Pro Forma Corporate 
Restructuring . „- — ■ 

Dear Mr. Waddell: 

On behalf of RCN Telecom Services, Inc. (formerly RCN Telecom Services of 
Pennsylvania, Inc.), RCN Telecom Services, Inc., and RCN Long Distance Company (the 
"Applicants"), please find enclosed an original and thirteen (13) copies of the Applicants* above- 
referenced application. Also enclosed is a check in the amount of $50.00 to cover the requisite filing 
fees. 

Please date stamp and return the extra copy of this filing in the self-addressed, postage- 
prepaid envelope provided. Should you have any questions concerning this matter, please do not 
hesitate to call us. 

Respectfully submitted, 



(DXi?0mL> 

Jean L. Kiddoo 
Michael P. Donahue 



Counsel for RCN Telecom Services, Inc. (formerly 
RCN Telecom Services of Pennsylvania, Inc.), RCN 
Telecom Services, Inc., and RCN Long Distance 
Company 



Enclosure 

cc: Joseph Kahl 

Trudy Longnecker 



FILE 



Before the 

TENNESSEE REGULATORY AUTHORITY 



Application of 

RCN TELECOM SERVICES, INC. 
(FORMERLY RCN TELECOM SERVICES OF 
PENNSYLVANIA, INC.), 
RCN TELECOM SERVICES, INC., and 
RCN LONG DISTANCE COMPANY 

For Authority to Merge and to Transfer Licenses 
as Part of a Pro Forma Corporate Restructuring 

APPLICATION 

RCN Telecom Services, Inc. (formerly RCN Telecom Services of Pennsylvania, Inc. 
("RCN TS"), RCN Telecom Services, Inc. ("RCN TS"), and RCN Long Distance Company 
("RCN LD") (collectively the "Applicants"), by their undersigned attorneys and pursuant to the 
statutes, rules and regulations of the Tennessee Regulatory Authority ("Authority") respectfully 
request authority to merge RCN TS and RCN LD with and into RCN PA and to assign RCN 
LD's Certificate of Convenience and Necessity to RCN PA.- As part of this pro forma 
corporate restructuring, RCN TS and RCN LD, along with certain other affiliated RCN 
subsidiaries operating in other states will be merged with and into RCN PA (the 
"Restructuring"). As a result of the Restructuring, RCN LD will cease to exist and RCN PA will 
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- If the Authority determines that it is not appropriate to transfer RCN LD's Certificate of 
Convenience and Necessity to RCN PA, the Applicants respectfully request that the Authority 
grant a new Certificate of Convenience and Necessity to RCN Telecom Services, Inc. (formerly 
RCN PA) authorizing it to provide the full range of services that RCN LD currently is authorized 
to provide and thereafter cancel RCN LD's Certificate of Convenience and Necessity. 
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assume RCN LD's certifications and operations. As described below, the Restructuring will not 
change the ultimate ownership or control of RCN LD's certificates or operations. 

In support of their Application, the Applicants provide the following information: 
I. THE APPLICANTS 

RCN Corporation is a publicly held Delaware corporation that is headquartered at 105 
Carnegie Center, Princeton, New Jersey, 08540. RCN Corporation is the ultimate corporate 
parent of the RCN subsidiaries, including the Applicants. RCN Corporation and its operating 
subsidiaries are in the process of building high-speed, high-capacity advanced fiber optic 
networks to provide a package of services, including local and long distance telephone, video 
programming and data services to residential customers. In the state of Tennessee, RCN LD is 
authorized to provide intrastate interexchange and/or operator assisted telecommunications 
services.- 

Information concerning the legal, technical, managerial and financial qualifications of 
RCN Corporation and its subsidiaries was submitted with the various application(s) filed with 
the Authority with respect to its subsidiary currently operating in Tennessee, and is, therefore, 
already a matter of record with the Authority. The Applicants respectfully request that the 
Authority take official notice of this information and incorporate it by reference herein. For the 
Authority's convenience updated financial information for the Applicants is attached hereto as 
Attachment A. 

- Case No. 95-03326 (Nov. 10, 1995) (granting Commonwealth Long Distance Company a 
Certificate of Convenience and Necessity to provide operator services and/or resold 
interexchange telecommunications services). By letter dated March 7, 1997, Commonwealth 
Long Distance Company notified the Authority of a corporate reorganization and name change. 
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II. DESIGNATED CONTACTS 



The designated contacts for purposes of this Application are: 

Jean L. Kiddoo 

Michael P. Donahue 

Swidler Berlin Shereff Friedman, LLP 

3000 K Street, N. W., Suite 300 

Washington, DC 20007 

Phone: (202)424-7683 

Fax: (202) 424-7645 

Copies of all correspondence, notices, inquiries and orders should be sent to: 

Trudy M. Longnecker 
Tariffs & Compliance Manager 
RCN Corporation 
105 Carnegie Center 
Princeton, New Jersey 08540 
Phone: (609) 734-3700 
Fax: (609) 734-3784 



III. DESCRIPTION OF THE TRANSACTION 

RCN TS and RCN LD currently are wholly-owned subsidiaries of RCN PA, which, in 
turn, is a wholly- owned subsidiary of RCN Corporation, the ultimate parent company of the 
RCN subsidiaries. 

As a result of the proposed corporate Restructuring, RCN PA will assume the certificates 
and operations of RCN LD within the state of Tennessee. The proposed Restructuring will take 
place as a merger of RCN LD into RCN PA. RCN PA will assume RCN LD's certifications and 
operations. As a result, RCN LC and the other affiliated sister companies will cease to exist as 
corporate entities and RCN PA will hold the certificates previously held by the respective RCN 
companies. RCN Corporation will remain the ultimate corporate parent of the remaining RCN 
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subsidiaries. For the Authority's convenience, pre- and post-Restructuring charts depicting the 
proposed Restructuring are appended hereto as Attachment B. 

The proposed Restructuring is strictly pro forma and will not adversely affect the 
provision of telecommunication services in Tennessee. The transaction will be transparent to 
RCN LD's customers in Tennessee. All of RCN LD's customers will be served by the same 
team of qualified consumer representatives and will be provided service pursuant to contracts and 
tariffs that offer all of the services currently offered by RCN LD, at the same rates, terms and 
conditions. RCN PA will file revised tariffs to reflect RCN Telecom Services, Inc. as the 
operating entity as a result of the proposed Restructuring. The revised tariffs will incorporate 
identical services, rates, terms and conditions. There will be no change in the ultimate ownership 
or control of RCN PA or in the management or day-to-day operations in Tennessee. RCN PA 
will be led by the same team of experienced telecommunications personnel that led RCN LD. 
Thus, service will continue to be provided using the same network, billing systems and customer 
service operations as are used by RCN LD. 

To the extent required, the Applicants respectfully request that the Authority authorize 
the merger of RCN LD with and into RCN PA and the assignment of RCN LD's Certificate of 
Convenience and Necessity to RCN PA. 
IV. PUBLIC INTEREST STATEMENT 

RCN Corporation has determined that the proposed corporate Restructuring will promote 
operational and administrative efficiencies for the RCN companies. The Restructuring will 
enable the Company to reduce its administrative and operating expenses and realize operational 
and management efficiencies and other corporate benefits. These efficiencies will enable the 
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Company to more effectively compete in the telecommunications market to the ultimate benefit 
of consumers in Tennessee. The Restructuring will be made in a seamless fashion that will not 
adversely affect the provision of telecommunications services in Tennessee, but will, in fact, 
increase the financial strength of the entity which is providing service in Tennessee. The 
Restructuring is simply a paper transaction that will be transparent to consumers and will not in 
any way inconvenience or cause harm to RCN LD's customers. 



WHEREFORE, the Applicants respectfully request that the Authority approve this 
Application for the merger of RCN LD into RCN Telecom Services, Inc. (formerly RCN 
Telecom Services of Pennsylvania, Inc.) and the transfer of RCN LD's certificates to RCN 
Telecom Services, Inc. (formerly RCN Telecom Services of Pennsylvania, Inc.), and grant any 
other authority that the Authority may deem necessary with respect to this request. 

Respectfully submitted, 



By: 





Jean L. Kiddoo 
Michael P. Donahue 
Swidler Berlin Shereff Friedman, LLP 
3000 K Street, N.W., Suite 300 
Washington, D.C. 20007 
Phone: (202)424-7683 
Fax: (202) 424-7645 

Counsel for RCN Telecom Services, Inc. 

(formerly RCN Telecom Services of 
Pennsylvania, Inc.), RCN Telecom 
Services, Inc., and RCN Long 
Distance Company 



Dated: October 13, 1999 



301814.1 
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ATTACHMENT A 
UPDATED FINANCIAL INFORMATION 



UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM 10-Q 

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ended June 30, 1999 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition periods from to 
Commission file number 0-22825 

RCN CORPORATION 

(Exact name of registrant as specified in its charter) 

Delaware 22-3498533 
(State of other jurisdiction of (IRS Employer 

incorporation or organization) Identification No.) 

105 Carnegie Center 
Princeton, New Jersey 08540 
(Address of principal executive offices) 
(Zip Code) 

(609) 734-3700 
(Registrant's telephone number, including area code) 

(Former name, former address and former fiscal year, 
if changed since last report) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such 
filing requirement for the past 90 days. 

YES X NO 

Indicate the number of shares outstanding of each of the issuer's classes of common stock ($1.00 par value), as of June 30, 1999. 



Common Stock 



75,859,602 



RCN CORPORATION 



INDEX 



PART L 



FINANCIAL INFORMATION 



Item 1. 



Financial Statements 



Condensed Consolidated Statements of 

Operations- for the Quarters and Six 
Months Ended June 30 t 1999 and 1998 

Condensed Consolidated Balance Sheets- 
June 30, 1999 and December 31, 1998 

Condensed Consolidated Statements of 

Cash Flows- for the Six Months Ended 
June 30, 1999 and 1998 

Condensed Consolidated Statement of 

Changes in Shareholders' Equity - for 
the Six Months Ended June 30, 1999 

Notes to Condensed Consolidated Financial 



Statements 



Item 2. 



Management's Discussion and Analysis of 
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Item 3. 
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Item 4. 



Submission of matters to a vote of security holders 



Item 6. 



Exhibits and Reports on Form 8-K 
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PART I. FINANCIAL INFORMATION 

Item 1 . Financial Statements 



RCN CORPORATION AND SUBSIDIARIES 
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 

(Dollars in Thousands, Except Per Share Data) 
(Unaudited) 



Quarter* Ended 

June 30, 



Six Months Ended 

June 



Sties 

Costs and expenses, excluding 
depreciation and amortization 
Depreciation and amortization 
Nonrecurring acquisition costs 
technology 

Operating (loss) 
Interest ti 
Interest e 
Gain on the sale of subsidiary 
Other (expense) income, net 

(Loss) before income taxes 
(Benefit) provision for income taxes 

(Loss) before equity in unconsolidated 
entities and minority interest 
Equity in (loss) of unconsolidated entities 
Minority interest in toss of 
consolidated entities 

Net (loss) before extraordinary item 
Extraordinary item Debt prepayment costs 

Net (loss) 

Preferred stock dividends and accretion 
requirements 



Net (loss) to common shareholders 
Basic and Diluted (loss) per average common share: 
Net (loss) before extraordinary item 
Extraordinary item Debt prepayment costs 
Net (loss) to common shareholders 
Weighted average shares outstanding 



166,929 



92,335 
30,541 



(55,947) 
19,090 
(35,672) 
8,930 
(234) 

(63.S33) 
(1,520) 



W0 75) 

$(075) 
58.410,970 

See accompanying notes to Condensed Consolidated Financial Statements. 



(62,313) 
(6.613) 



(63,358) 
(424) 

(63.782) 

4,083 

$(67,865) 

$(097) 
$(0 01) 
$(098) 
69,478,473 



59,427 
18,699 



(28,3 1 8) 
13,993 
(26,919) 

?!! 

(40,993) 
L789 



(42,782) 
(4,481) 

3.468 

(43,795) 

(43,795) 
$(43,795) 



$134,318 



181.172 
62.815 



(109,669) 
32,492 
(67.462) 
8,930 
473 

(135,236) 
(2,534) 



(132,702) 
(10.516) 



(131,112) 
(424) 




S(2 00) 
$(001) 
$(201) 
67,554.148 



$89,946 

107.882 
36,830 

18.293 

(73.059) 
26.808 
(49.654) 

(648) 

(96,553) 
(9.893) 



(86.660) 
(5,974) 

7,054 

(85,580) 

(85.580) 
$(85.580) 
$049) 

$(149) 

57.313,640 



31. 



ASSETS 
Current assets: 

Cash and temporary cash investments 

Short-term investments 

Accounts receivable from related parties 

Accounts receivable, net of reserve for 

doubtful accounts of SS.889 at June 30. 

1999 and $5,766 at December 31, 1998 

Material and supply inventory, at average cost 

Prepayments and other 

Deferred income taxes 

Investments restricted for debt service 

Total current assets 

Property, plant and equipment, net of accumulated 
depreciation of $184,620 at June 30, 1999 and 
$153,304 at December 31, 1998 
Investments restricted for debt service 
Investments 

Intangible assets, net of accumulated amortization 
of $123, 586 at June 30, 1999 and $97,313 at 
December 31. 1998 
Deferred charges and other assets 

Total assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities: 

Current maturities of long-term debt and 

capital lease obligations 

Accounts payable 

Accounts payable to related parties 

Advance billings and customer deposits 

Accrued interest 

Accrued telephony cost of sales 

Accrued expenses 

Total current liabilities 

Long-term debt 

Deferred income taxes 

Other deferred credits 

Minority interest 

Commitments and contingencies 

Preferred stock, par value S 1 per share: Authorized 

25.000,000 shares: Issued and outstanding 

254.083 at June 30.1999; Liquidation Preference 

S 1,000 per share 

Common shareholders' equity: 

Common stock, par value SI per share: Authorized 

200.000.000 shares: Issued and outstanding 

76.421,602 at June 30, 1999 and 65.477,493 

December3l, 1998 

Class B Common stock, par value S 1 per share: 
Authorized 400.000,000 shares: 
Additional paid-in capital 
Cumulative translation adjustments 
Unrealized appreciation on investments 
Treasury stock, 562,000 shares at cost at 
June 30, 1999 and 557.000 shares at cost 
December 31, 1998 
Deficit 

Total common shareholders' equity 
Total liabilities and shareholders' equity 



RCN CORPORATION AND SUBSIDIARIES 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(Dollars in Thousands) 
(Unaudited) 

June 30. December 
1999 1998 



$440,794 
1.298,299 
5,881 



37,877 
9,633 
20,274 
714 
23,445 

1.836,917 



612,054 
10,215 
178,725 



139,608 
82,931 

S2.860.450 



SI 20, 126 
892,448 

6,919 



29,988 
3,870 
15.368 
712 
23,437 

1.092,868 



448.375 
19,869 
129,529 



169,718 
47,256 

S 1,907,61 5 



S3 15 
70,193 
12,130 
17,852 

8,062 
14.905 
51,004 

174,461 
1,716,005 
993 
23.507 
103,372 




244.062 



76,421 



65,477 



896.687 
(2,447) 
(5,043) 



539,770 
(3.055) 
1,113 



(9,391) 
(358,177) 

598,050 

$2.860.450 



(9,301) 
(222,J5S> 

371,446 

SI, 907.6 15 



See accompanying notes to Condensed Consolidated Financial Statements. 



RCN CORPORATION AND SUBSIDIARIES 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Dollars in Thousands) 
(Unaudited) 



June 30, 



Six Months Ended 



1999 



1998 



NET CASH (USED IN) PROVIDED BY OPERATING ACTTVmES 

CASH FLOWS FROM INVESTING ACTIVITIES 

Additions to property, plant & equipment 

Investment in unconsolidated joint venture 

Purchase of short-term investments 

Sales and maturities of short-term investments 

Acquisitions 

Proceeds from the sale of a business segment 
Purchase of Preferred Stock of Intertainer, Inc 
Other 

Net cash (used in) investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES 
Issuance of long-term debt 

Redemption of long-term debt & capital lease obligation 

Proceeds from the issuance of common stock 

Proceeds from the issuance of preferred stock 

Purchase of treasury stock 

Payments made for debt financing costs 

Contribution to minority interest partner 

Contribution from minority interest partner 

Interest paid on Senior Notes 

Proceeds from the exercise of stock options 

Decrease in restricted cash 

Net cash provided by financing activities 

Net increase in cash and temporary cash investments 
Cash and temporary cash investments at beginning of year 

Cash and temporary cash investments at June 30 

Supplemental disclosures of cash flow information 
Cash paid during the periods for: 
Interest (net of amounts capitalized) 

Income taxes 



$(57,278) 



(196,231) 
(M55) 
(1,743,668) 
1,339.955 
(47,131) 
23,711 
(1,500) 
(1290} 

(638,309) 



500,000 
(100,447) 
344,649 
239,979 
(90) 
(31,562) 

49,000 
11,250 
3,476 



1,016,255 

320.668 
120.126 

S440.794 



S62.928 
$1,457 



$15,053 

(92,788) 
(12,500) 
(211,440) 
97,019 
(40,769) 

2.559 
(257,919) 



502,587 
(494) 
113.305 

(2,472) 
(8,177) 
(108) 
26,215 

1.592 
IK125 



643,573 

400,707 
222,910 

$623.617 



$48.566 



$747 



See accompanying notes to Condensed Consolidated Financial Statements. 



RCN CORPORATION AND SUBSIDIARIES 
CONDENSED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY 
For the Six Months Ended June 30, 1999 
(Dollars in Thousands) 
(Unaudited) 



Balance, December 31, 1998 
Net Loss 6/30/99 
Preferred stock offering 
Preferred stock dividend 
Common stock offering 
Stock options & warrants 
Purchase of treasury 
stock 

Unrealized appreciation 
on investments 
Cumulative translation 
adjustments 
Other 

Balance, June 30, 1999 



Preferred 



239.979 
4,083 



Common 
65,477 



9.200 
1,736 



$244,062 



8 

$76.421 



Paid-in 
Stock 

539,770 



335,459 
21,251 



207 
$896,687 



Additional 



Stock 

(222,558) 
(135,619) 



Capital 



Deficit 



$(358,177) 



See accompanying notes to Condensed Consolidated Financial Statements. 



RCN CORPORATION AND SUBSIDIARIES 
CONDENSED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY 
For the Six Months Ended June 30, 1999 
(Dollars in Thousands) 
(Unaudited) 

Unrealized 

Cumulative Appreciation Total 

Treasury Translation on Shareholders' 

Stock Adjustment Investments Equity 



Balance, December 31, 1998 


(9 t 301) (3,055) 1,113 


371,446 


Net Loss 6/30/99 




(135,619) 


Preferred stock offering 




239,979 


Preferred stock dividend 




4,083 


Common stock offering 




344,659 


Stock options & warrants 




22,987 


Purchase of treasury 






stock 


(90) 


(90) 


Unrealized depreciation 






on investments 


(6,156) 


(6,156) 


Cumulative translation 






adjustments 


608 


608 


Other 




215 


Balance. June 30, 1999 


$(9,391) $(2,447) $(5,043) 


$842,112 


See accompanying notes to Condensed Consolidated Financial Statements. 





RCN CORPORATION AND SUBSIDIARIES 
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
(Thousands of Dollars, Except Per Share Amounts) 

1. RCN Corporation (the "Company" or "RCN") provides a wide range of telecommunications services through high speed, high capacity advanced 
fiber optic networks. RCN currently offers local and long distance telephone, video and data services, including high-speed Internet access. We 
provide our services primarily to residential customers in selected markets with high levels of population density and favorable demographics. 
RCN's initial advanced fiber optic networks have been established in selected markets in the Boston to Washington D.C. corridor and RCN has begun 
developing advanced fiber optic networks in the San Francisco to San Diego corridor. 

2. The Condensed Consolidated Financial Statements included herein have been prepared by the Company, without audit, pursuant to the rules and 
regulations of the Securities and Exchange Commission. Certain information and footnote disclosures normally included in financial statements 
prepared in accordance with generally accepted accounting principles have been condensed or omitted pursuant to such rules and. regulations. 
However in the opinion of the management of the Company, the Condensed Consolidated Financial Statements include all adjustments, consisting 
only of normal recurring adjustments, necessary to present fairly the financial information. The Condensed Consolidated Financial Statements should 
be read in conjunction with the financial statements and notes thereto included in the Company's Form 10-K for the year ended December 31, 1998. 

3. The Company owns a 40% equity interest in Megacable. For the quarters ended June 30, 1999 and 1998, the Company recorded equity in the 
earnings of Megacable which consists of its proportionate share of income and amortization of excess cost over equity in net assets of $(89) and 
$(342), respectively. For the six months ended June 30, 1999 and 1998, the Company recorded equity in the earnings of Megacable which consists of 
its proportionate share of income and amortization of excess cost over equity in net assets of $(465) and $(1,051), respectively. 

Summarized information for the financial position and results of operations of Megacable, as of and for the six months ended June 30, 1999 and 
1998, is as follows: 

(In U.S. Dollars) 

1999 1998 



Assets 


$110,158 


$79,186 


Liabilities 


28,375 


5.440 


Shareholders' equity 


81,783 


73,746 


Sales 


22,118 


19,062 


Cost and expenses 


16,117 


13,082 


Foreign currency transaction losses 




71 


Net income 


$5,332 


$5,707 



For the period October 1, 1996 through December 31, 1998, the Company considered Megacable to operate in a highly inflationary economy. 
Beginning January 1, 1999, the Company discontinued highly inflationary accounting for our Megacable investment and resumed using the Mexican 
Peso as the functional currency. As a result the Company's equity will be effected by the translation from the Mexican Peso. The Company's 
proportionate share of such adjustments were gains of $608 for the six month period ended June 30, 1999. As of July 31, 1999, the Company 
executed on a pledge of an 8.96% equity interest in Megacable made by Mazon Corporativo, S.A. de. C.V. ("Mazon") to secure Mazon's 
indebtedness to the Company, which had a book value of $18,373. As a result, the indebtedness was cancelled, and the Company currently owns a 
48.96% equity interest in Megacable. 



4. During the six months ended June 30, 1999, approximately 1,020,600 options were granted, approximately 627,941 were exercised yielding cash 
proceeds of $3,476 and approximately 660,083 options were canceled. At June 30, 1999, there are approximately 8,583,998 options outstanding at 
exercise prices ranging from $1.30 to $48.50 under RCN's 1-997 Plan. 

5. Basic earnings per share is computed based on net (loss) after preferred stock dividend and accretion requirements divided by the weighted 
average number of shares of common stock outstanding during the period. 

Diluted earnings per share is computed based on net (loss) after preferred stock dividend and accretion requirements divided by the weighted average 
number of shares of common stock outstanding during the period after giving effect to convertible securities considered to be dilutive common stock 
equivalents. The conversion of preferred stock and stock options during the periods in which the Company incurs a loss from continuing operations is 
not assumed since the effect is anti-dilutive. The number of shares of preferred stock and stock options which would have been assumed to be 
converted in the quarter and six months ended June 30, 1999 and have a dilutive effect if the Company had income from continuing operations is 
1 1,626,712 and 7,968.429, respectively. The number of stock options which would have been assumed to be converted in the quarter and six months 
ended June 30, 1998 and have a dilutive effect if the Company had income from continuing operations is 3,892,527 and 3,967,141, respectively. 

Quarter Ended June 30. Six Months Ended June 30, 

1999 199S 1999 1998 



Net (loss) from continuing operations 
Extraordinary item: Debt prepayment costs 


$(67,441) 
(424) 


$(43,795) 


$(135,195) 
(424) 


$(85,580) 


Net (loss) to common shareholders 


$(67,865) 


$(43,795) 


$(135,619) 


$(85,580) 


Basic earnings per average common share: 
Weighted average shares outstanding 
(Loss) from continuing operations 
Extraordinary item: Debt prepayment costs 
Net (loss) to common shareholders 


69,478,473 
$(0.97) 
S(0.0|) 
$(0.98) 


58,410.970 
$(0.75) 

$- 
$(0.75) 


67,554,148 
$(200) 
$(0.01) 
$(2.01) 


57,313,640 
$(149) 

S- 
$(149) 


Diluted earnings per average common share: 
Weighted average shares outstanding 
Dilubve shares resulting from 
preferred stock and stock options 


69,478,473 


58,410,970 


67,554,148 


57,313.640 


Weighted average shares and common stock 
equivalents outstanding 


69,478,473 


58,410.970 


67,554,148 


57,313,640 


(Loss) from continuing operations 
Extraordinary item: Debt prepayment costs 
Net (loss) to common shareholders 


S(0.97) 
$(0.01) 
$(0.98) 


$(0.75) 

S- 
$(0.75) 


$(2.00) 
$(0.01) 
$(2.01) 


$(1.49) 

$- 
$(1-49) 



6. In June 1997, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standard No. 130 - "Reporting 
Comprehensive Income" ("SFAS 130"). This statement, which establishes standards for reporting and disclosure of comprehensive income, is 
effective for interim and annual periods beginning after December 15, 1997. The Company primarily has two components of comprehensive income, 
cumulative translation adjustments and unrealized appreciation on investments. The amount of other comprehensive loss for the quarter and the six 
months ended June 30, 1999 was ($72,620) and ($141,167), respectively. 

7. On April 7, 1999, Hicks, Muse, Tate & Furst, through Hicks, Muse, Tate & Furst Equity Fund IV, L.P., ( N Hicks Muse Fund IV") purchased 
250,000 shares of a new issue of RCN Series A 7% Senior Convertible Preferred Stock ("Series A Preferred Stock"), par value $1 per share, for gross 
proceeds of $250,000. The Series A Preferred Stock is cumulative and has a annual dividend rate of 7% payable quarterly in cash or additional shares 
of Series A Preferred Stock and has an initial conversion price of $39.00 per share. The Series A Preferred Stock is convertible into common stock at 
any time. The Series A Preferred Stock is subject to mandatory redemption on March 31, 2014 at $1,000 per share, plus accrued and unpaid 
dividends, but may be called by the Company after four years. At June 30, 1999 the Company paid dividends in the amount of $4,083 in the form of 
additional shares of Series A Preferred Stock. At June 30, 1 999, the number of common shares that would be issued upon conversion of the Series A 
Preferred Stock was 6,514,949. The Company incurred $10,000 of issuance cost in connection with the sale of the Series A Preferred Stock. 

8. On April 28, 1999, the Company acquired a 47.5% stake in JuniorNet Corporation, a commercial-free online learning service for children. The 
Company purchased the ownership stake for approximately $47 million in cash. Concurrent with that transaction, JuniorNet purchased the 
Company's Lancit Media subsidiary ("Lancit") for approximately $25 million in cash. The Company acquired Lancit in June 1998 for approximately 
$0.4 million in cash and shares of its common stock with a fair value at the time of issuance of approximately $7.4 million 

9. On May 27, 1999 the Company completed a public offering of 9,200,000 shares of RCN common stock, par value $1 per share, with a price to the 
Public of $39.00 per share. The net proceeds to the Company were approximately $344,043 after deducting issuance costs. 

10. In June 1999, the Company and certain of its subsidiaries together, ( the "Borrowers") entered into a $1,000,000 Senior Secured Credit Facility 
(the "Credit Facility") with the Chase Manhattan Bank and certain other lenders. The collateralized facilities are comprised of a $250,000 seven-year 
revolving credit facility (the "Revolver"), a $250,000 seven-year multi-draw term loan facility (the "Term Loan A") and a $500,000 eight-year term 
loan facility (the "Term Loan B"). All three facilities are governed by a single credit agreement dated as of June 3, 1999 (the "Credit Agreement"). 

The Revolver may be borrowed and repaid from time to time. At June 30, 1999 there were no outstanding loans under the Revolver. Up to $150,000 
of the Revolver may be used to fund working capital needs and for general corporate purposes. The remaining $100,000 of the Revolver as well as 
the term loans may be used solely to finance telecommunications assets. The amount of the commitments under the Revolver automatically reduces 
to $175,000 on June 3, 2005 and the remaining commitments are reduced quarterly in equal installments through to maturity at June 3, 2006. The 
Revolver can also be utilized for letters of credit up to a maximum of $15,000. As of June 30, 1999 approximately $7,000 in the form of letters of 
credit had been drawn under the Revolver. 

The Term Loan A is available for drawing amounts until December 3, 2001, at which time any undrawn commitments expire. At June 30, 1999 there 
were no outstanding loans under the Term Loan A. Any outstanding borrowings under the Term Loan A at September 3, 2002 will be repaid in 
quarterly installments based on percentage increments of the Term Loan A that start at 3.75% per quarter on September 3, 2002 and increase in steps 
to a maximum of 10% per quarter on September 3, 2005 through to maturity at June 3, 2006. 

As of June 30, 1999, $500,000 of the Term Loan B was outstanding. The Term Loan B was fully drawn at closing. Amortization of the Term Loan B 
starts on September 3, 2002 with quarterly installments of $1,000 per quarter until September 3, 2006 when the quarterly installments increase to 
$121,000 per quarter through to maturity at June 3, 2007. 

The interest rate on the Credit Facility is, at the election of the Borrowers, based on either a LIBOR or an alternate base rate option. For the Revolver 
or Term Loan A borrowing, the interest rate will be LIBOR plus a spread of up to 300 basis points or the base rate plus a spread of 200 basis points, 
depending upon whether the Company's EBITDA has become positive and thereafter upon the ratio of debt to EBITDA. In the case of the Revolver 
and the Term Loan A, a fee of 125 basis points on the unused commitment accrues until the Company's EBITDA has become positive and thereafter 
at up to 125 basts points depending upon the Company's utilization of the commitments. For all Term Loan B borrowings the interest includes a 
spread that is fixed at 350 basis points over the LIBOR or 250 basis points over the alternate base rate. 

The Credit Agreement contains conditions precedent to borrowing, events of default (including change of control) and covenants customary for 
facilities of this nature, including financial covenants and covenants limiting debt, liens, investments, consolidation, mergers, acquisitions, asset 
sales, sale and leaseback transactions, payments of dividends and other distributions, making of capital expenditures and transactions with affiliates. 
In addition, the Borrowers are subject to a prohibition on granting pledges, as well as entering into certain other restrictive agreements, and subject to 
certain exemptions and reinvestment rights; the Borrowers must apply 50% of excess cash flow for each fiscal year commencing with the fiscal year 
ending on December 31, 2003 and certain cash proceeds realized from certain asset sales, certain payments under insurance policies and certain 
incurrences of additional debt to repay the Credit Facility. 

The Credit Facility is secured by substantially all of the assets of the Company and its subsidiaries. 

Prepayments of the eight-year term loan require payment of a fee of 2% of the amount of such prepayment if made on or prior to June 3, 2000 and 
1% of such prepayment if made thereafter but on or prior to June 3, 2001. 

The foregoing summary of certain provisions of the Credit Agreement does not purport to be complete and . is subject to, and qualified in its entirety 
by reference to, the Credit Agreement 



11 ) In June 1999. the Company prepaid its previous eight-year term credit facility in the amount of $100,000 with the proceeds of the Credit Facility 
discussed in Note 10. The early extinguishment of the previous term credit facility prompted the write off of the applicable unamortized debt 
issuance cost resulting in an extraordinary charge of approximately ($424). 

12) In July 1999, the Company acquired Brainstorm Networks, Inc., a leading independent Internet Service Provider ("ISP") that provides dedicated 
and DSL services. In August 1999, the Company acquired Direct Network Access, Ltd. ,one of the Bay Area's largest independent ISPs. Both of 
these transactions were primarily funded through new issuances of RCN Corporation Common Stock, and both will be accounted for under the 
purchase method of accounting. The Company does not expect that these acquisitions will have a material effect to its financial position or results of 
operations. 

13) In July 1999, the Company entered into $250,000 of two-year interest rate protection agreements with various counterparties. These agreements 
convert $250,000 of the Company's floating rate debt under the Chase Facility to a fixed rate of approximately 6.08% 



Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 

(Thousands of Dollars, Except Per Share Data) 

The Private Securities Litigation Reform Act of 1995 provides a "safe harbor" for forward-looking statements. Certain information included in this 
Quarterly Report is forward-looking, such as information relating to expected capital expenditures, capital contributions to joint ventures by joint 
venture partners, and expected trends in operating losses and cash flows associated with investments in new markets. Such forward-looking 
information involves important risks and uncertainties that could significantly affect expected results in the future differently from those expressed in 
any forward-looking statements made by, or on behalf of. the Company. These risks and uncertainties include, but arc not limited to, uncertainties 
relating to economic conditions, acquisitions and divestitures, government and regulatory policies, the pricing and availability of equipment, 
materials, inventories and programming, the Company's ability to develop and penetrate existing and new markets, technological developments and 
changes in the competitive environment in which the Company operates. 

The following discussion should be read in conjunction with the attached condensed consolidated financial statements and notes thereto, and with the 
Company's audited financial statements and notes thereto for the year ended December 3 1, 1998 included in the Company's Form 10-K. 

General 

RCN Corporation (the "Company" or "ROT) provides a wide range of telecommunications services through high-speed, high-capacity advanced 
fiber optic networks. RCN currently offers local and long-distance telephone, video and data services, including high speed Internet access. We 
provide our services primarily to residential customers in selected markets with high levels of population density and favorable demographics. 
RCN's initial advanced fiber optic networks have been established in selected markets in the Boston to Washington D.C. corridor and RCN has begun 
developing advanced fiber optic networks in the San Francisco to San Diego corridor. 

The Company expects that the operating and net losses from its business will rise in the future as it expands and develops its network and customer 
base. 

There can be no assurance that RCN will achieve or sustain profitability or positive operating income in the future as it develops its advanced fiber 
optic network. 

The Company's operating losses have resulted primarily from expenditures associated with the development of the Company's operational 
infrastructure and marketing expenses. The Company expects it will continue to experience negative operating income while it continues to invest in 
its networks and until such time as revenue growth is sufficient to fund operating expenses. The Company expects to achieve positive operating 
margins over time by (i) increasing the number of customers it serves, (ii) increasing the number of connections per customer by cross marketing its 
services and promoting bundled service options and therefore increasing the revenue per customer, (iii) lowering the costs associated with new 
subscriber additions and (iv) reducing the cost of providing services by capturing economies of scale. The Company expects its operating revenues 
will increase in future periods through internal growth of its current advanced fiber optic networks, increases in penetration, and increases in the 
number of services per customer; however, the Company also expects that operating losses will increase for some period of time as the Company 
initiates network development in new markets and expands its current networks. When the Company makes its initial investment in a new market, the 
operating losses typically increase as the network and sales force are expanded to facilitate growth. The Company's ability to generate positive cash 
flow in the future will depend on the extent of capital expenditures in current and additional markets, the ability of its joint ventures to generate 
revenues and cash flow, competition in the Company's markets and any potential adverse regulatory developments. The Company will be dependent 
on various financing sources to fund its growth as well as continued losses from operations. There can be no assurance that such funding will be 
available, or available on terms acceptable to the Company. See "Liquidity and Capital Resources." 



Results of Operations 



Three Months Ended June 30, 1999 Compared to Three Months Ended June 30, 1998 

For the three months ended June 30, 1999, sales increased 34.4% to $66,929 from $49,808 for the same period in 1998. Operating loss before 
depreciation, and amortization was ($25,406) as compared to ($9,619) for the same period in 1998, 



Sales 

Voice sales include local telephone service fees consisting primarily of monthly line charges, local toll and special features and long-distance 
telephone service fees based on minutes of traffic and tariffed rates or contracted fees. Voice sales include both resold services and traffic over the 
Company's own switches. Video sales are comprised primarily of subscription fees for basic, premium and pay-per-view cable television services; 
for both wireless and hybrid fiber/coaxial cable customers in New York, New Jersey and Pennsylvania which the Company expects to migrate to its 
advanced fiber networks over time as well as advanced fiber customers, primarily in Lehigh Valley, New York City, Boston and Washington. Data 
sales represent Internet access fees billed at contracted rates. In June, the Company's management made the decision to reclassify sales to commercial 
customers into their respective voice, video and data components. Such sales had previously been recorded as commercial and other sales. 
Additionally, reciprocal compensation has been reclassified from voice sales to other sales. 

Total sales increased $17,121 or 34.4% to $66,929 for the quarter ended June 30, 1999 from $49,808 for the quarter ended June 30, 1998. The 
increase was fueled by higher average service connections which increased 31.5% to approximately 896,000 for the quarter ended June 30, 1999 
(including connections of the Starpower joint venture) from approximately 681,000 for the quarter ended June 30, 1998. Total service connections 
increased 27.2% to approximately 903,000 at June 30, 1999 (including connections of the Starpower joint venture) from approximately 710,000 at 
June 30, 1998. The increase in average service connections resulted principally from growth in dial-up Internet connections and growth in average 
advanced fiber connections, which increased 471.4% from approximately 28,000 for the quarter ended June 30, 1998 to approximately 160,000 for 
the quarter ended June 30, 1999. Total advanced fiber connections increased 260.4% from approximately 48,000 at June 30, 1998 to approximately 
173,000 at June 30, 1999. Advanced fiber units passed increased 248.0% to approximately 428,000 units at June 30, 1999 from approximately 
123,000 units at June 30, 1998. 

Voice sales increased $6,064, or 78.9%, to $13,749 for the quarter ended June 30, 1999 from $7,685 for the quarter ended June 30, 1998. 
Approximately $5,300 of the increase in voice sales is attributable to higher average connections. Average advanced fiber voice connections 
increased approximately 542.9% to approximately 45,000 for the quarter ended June 30, 1999 (including connections of the Starpower joint venture) 
from approximately 7,000 for the quarter ended June 30, 1998. Average off-net voice connections increased approximately 26.1% to approximately 
58,000 for the quarter ended June 30, 1999 from approximately 46,000 for the quarter ended June 30, 1998. The remaining increase in voice sales is 
attributable to higher revenue per connection. 

During the fourth quarter of 1998, the Company ceased marketing resale of its competitors' local phone service to new customers. The Company 
believes that the effect of this decision will be lower revenue growth than would result if such resale continued; however, the Company also believes 
•this decision will have a positive impact on the Company's overall gross margin percentage and a neutral effect on operating income (loss) before 
depreciation and amortization ("EBITDA"). 

Video sales increased $3,128, or 1 1.2% to $31,010 for the quarter ended June 30, 1999 from $27,882 for the quarter ended June 30, 1998. The 
increase was primarily due to approximately 27,000 additional average video connections for the quarter ended June 30, 1999 as compared to the 
quarter ended June 30, 1998. Average on-net video connections grew 83,000 or 395.2% to 104,000 for the quarter ended June 30, 1999 (including 
connections of the Starpower joint venture) from 21,000 for the quarter ended June 30, 1998. Average off-net video connections were approximately 
169,000 and 225,000 for the quarters ended June 30, 1999 and 1998, respectively. Overall higher average service connections contributed 
approximately $1,900 to the increase in video sales and higher average revenue per connection contributed the remainder. 



Data sales increased $7,178, or 76.3% to $16,591 for the quarter ended June 30, 1999 from $9,413 for the quarter ended June 30. 1998. The increase 
was primarily due to approximately 137,000 additional average data connections for the quarter ended June 30, 1999 as compared to the quarter 
ended June 30, 1998. Partially accounting for the increase in average data connections was the inclusion for a full quarter in 1999 of approximately 
48,500 total subscribers acquired from Interport in June 1998 and JavaNet in July 1998. For the quarter ended June 30, 1999, the Company had 
approximately 508,000 average off-net data connections and approximately 1 1,000 average advanced fiber data connections, including connections 
of the Starpower joint venture. For the quarter ended June 30, 1998, the Company had approximately 382,000 average off-net data connections, 
including connections of the Starpower joint venture. 

During the fourth quarter of 1998, dial-up Internet access replaced resold local phone service as the Company's initial product offering in areas in 
which RCN's fiber optic network is still under construction. The Company expects that its advanced fiber networks will eventually be extended to 
reach most of its dial-up Internet connections. 

Other sales increased $752, or 15.6% to $5,579 for the quarter ended June 30, 1999 from $4,827 for the quarter ended June 30, 1998. The increase 
was due primarily to higher reciprocal compensation. Reciprocal compensation is the fee local exchange carriers pay to terminate calls on each 
other's networks. Because of the uncertainty of various regulatory rulings which affect the collectibility of this revenue, the Company recognizes this 
revenue as it is realized. 

The Company recognizes that managing customer turnover is an important factor in maximizing revenues and cash flow. For the three months ended 
June 30, 1999, the Company's average monthly chum rate was approximately 2.2%. 

Costs and expenses, excluding depreciation and amortization 

Direct expenses include direct costs of providing services, primarily video programming, franchise costs, and network access fees. 

Direct expenses increased $1 1,421,. or 49.4% to $34,556 for the quarter ended June 30, 1999 from $23,135 for the quarter ended June 30, 1998. The 
increase was principally the result of higher sales and a lower margin on video sales due to higher franchise fees and programming rates. 

Operating, selling, general and administrative expenses primarily include customer service costs, advertising, sales, marketing, order processing, 
telecommunications network maintenance and repair ("technical expenses"), general and administrative expenses, installation and provisioning 
expenses and other corporate overhead. 

Operating, selling, general and administrative costs increased $21,487, or 59.2% to $57,779 for the quarter ended June 30, 1999 from $36,292 for the 
quarter ended June 30, 1998. 



Customer service costs, including order processing, increased approximately SI, 999, or 27.5%* for the quarter ended June 30, 1999 as compared to 
the quarter ended June 30, 1998. The increase is primarily personnel related to support the 3 1 .5% increase in average connections over the end of the 
comparable period in 1998 and to increase the level of service. 

Technical expense, including installation and provisioning, increased approximately $5,576, or 90.1%, for the quarter ended June 30, 1999 as 
compared to the quarter ended June 30, 1998. Technical expense increases of approximately $6,779 were due to engineering and construction 
headcount and contract labor additions made to plan and execute network expansion and network operations control center monitoring. Rental and 
utilities expense, primarily for material storage and hub sites, increased approximately $1,1 10. These increases were partially offset by an increase of 
approximately $2,928 in technical costs capitalized as part of the cost basis of the telecommunications network. 

Sales and marketing costs increased approximately $2,061, or 30.9%, for the quarter ended June 30, 1999 as compared to the quarter ended June 30, 
1998. The increase resulted principally from additional staff and related commissions and benefits, to cover increases in marketable homes, to 
increase penetration in the Company's existing markets and to increase the number of services per customer. 

General and administrative expenses increased approximately $12,001, or 131. 1%, for the quarter ended June 30, 1999 as compared to the quarter 
ended June 30, 1998. Information technology expenses increased approximately $1,497. The Company is in the process of developing information 
technology systems which will provide a sophisticated customer care infrastructure as well as other administrative support systems. The expense 
increases represent staff additions to both support this effort and maintain the systems as well as consulting expenses associated with the planning 
and analysis stages of such systems development. The Company expects that such charges may increase in the future periods until the planning and 
analysis stages of its IT systems development projects are complete. 

Higher bad debt expense of approximately $1,500 was associated with the increase in sales. Operating taxes, primarily property taxes, increased 
approximately $634 as a result of expanded operations. External legal expense increased approximately $549 primarily associated with the 
procurement of regulatory approvals for potential future markets. Approximately $4,593 of the increase in general and administrative expense is 
attributable to the acquisitions of Erols, UltraNet, Interport Communications, Inc., JavaNet, Inc. and Lancit Media, which were included for the full 
second quarter in 1999. Rent expense increased approximately $910 primarily related to additional space required to support the increase in 
headcount. Employee related expenses increased approximately $950 over the prior year quarter. The remaining increase primarily represents 
additional development and support expenses associated with expanding operations and new markets. 



Advertising costs in the second quarter of 1999 approximated advertising costs in the second quarter of 1998. 



Depreciation and amortization 

Depreciation and amortization is comprised principally of depreciation related to the Company's advanced fiber network, its wireless network, and its 
hybrid fiber/coaxial cable systems; and amortization of subscriber lists, building access rights and goodwill resulting primarily from its acquisitions 
in 1998. 

Depreciation and amortization was $30,541 for the three month period ending June 30, 1999 and $18,699 for the three month period ending June 30, 
1998. The increase of $11,842, or 63.3% was the result of a higher depreciable basis of plant resulting primarily from expansion of the Company's 
advanced fiber network, and amortization of intangible assets arising from the acquisitions in 1998. The cost basis of property, plant and equipment 
at June 30, 1999 and 1998 was $796,674 and $415,447, respectively. The basis of intangible assets was $263,194 and $254,460 at June 30, 1999 and 
1998, respectively. 



Interest income 

Interest income was $19,090 and $13,993 for the three month periods ended June 30, 1999 and 1998, respectively. The increase of $5,097. or 36.4%, 
results primarily from higher average cash, temporary cash investments and short-term investments as compared to the same period in 1998. Cash, 
temporary cash investments and short-term investments were approximately $1,739,000 at June 30, 1999 and approximately $1,154,000 at June 30, 
1998. During 1999, proceeds from the following increased cash, temporary cash investments and short-term investments: (1) the issuance of 250,000 
shares of a new issue of the Company's Series A Preferred Stock, in April 1999, which yielded net proceeds of $239,979, (2) the issuance of 
9,200,000 shares of the Company's common stock in May 1999, which yielded net proceeds of $344,043 and (3) the $500,000 from new borrowings, 
partially offset by the repayment of the Company's $100,000 term loan (Note 11). Also contributing to the increase was $1,673 attributable to a 
higher average yield on cash, temporary cash investments, and short-term investments. These increases were partially offset by higher capital 
expenditures and higher working capital. 



Interest expense 

For the quarter ended June 30, 1999, interest expense was $35,672 as compared to $26,919, for the quarter ended June 30, 1998. The increase of 
$8,753 resulted primarily from higher interest of $4,038 relating to the 1 1% senior discount notes which were issued on June 24, 1998. In June 1999, 
the Company entered into a Senior Secured Credit Facility (the "Credit Facility") with the Chase Manhattan Bank (Note 10). On closing, the 
Company borrowed $500,000 under the eight-year term loan facility, which contributed an additional $3,417 to the increase. The remaining increase 
is due to higher accretion on the 1 1.125% and the 9.8% senior discount notes issued in 1997 and 1998, respectively, of $2,028. These increases were 
partially offset primarily by lower interest relating to the prepayment of the $100,000 term loan (Note 1 1) and higher capitalized interest aggregating 
approximately $1,591. 



Gain on the sale of Lancit 

In April 1999, the Company sold its investment in Lancit Media ("Lancit") to JuniorNet Corporation ("JuniorNet"), a commercial-free online 
learning service for children, for approximately $24,600 in cash. Concurrent with the sale, the Company acquired an ownership interest in JuniorNet 
of approximately 47.54%. The Company recognized a $8,930 gain on the sale. The Company also deferred $8,201 representing the portion of the 
gain attributable to the Company's ownership interest in JuniorNet immediately after the acquisition. 



Income tax 

The Company's effective income tax rate was a benefit of 2.3% for the quarter ended June 30, 1999 and a provision of 4.3% for the quarter ended 
June 30, 1998. The primary reason for the difference is that the tax effect of the Company's cumulative losses has exceeded the tax effect of 
accelerated deductions, primarily depreciation, which the Company has taken for federal income tax purposes. As a result, generally accepted 
accounting principles do not permit the recognition of such excess losses in the financial statements. This accounting treatment does not impact cash 
flows for taxes or the amounts or expiration periods of actual net operating loss carryovers. 

Minority interest 

For the second quarters of 1999 and 1998 minority interest of $5,568 and $3,468, respectively, primarily represents the interest of Boston Edison 
Company ("BECO") in the loss of RCN-BECOCOM. 

Equity in the loss of unconsolidated entities 

For the second quarter of 1999, equity in the loss of unconsolidated entities primarily represents the Company's share of the losses and amortization 
of excess cost over net assets of; Megacable of $89, Starpower of $2,381 and JuniorNet of $4,143 (from April 28, 1999, the date of acquisition, of its 
47.5% ownership interest). For the second quarter of 1998, equity in the loss of unconsolidated entities primarily represents the Company's share of 
the losses and amortization of excess cost over net assets of Megacable of $342 and Starpower of $4,139. 

Extraordinary Item - prepayment of debt 

In June 1999, the Company prepaid a term loan with the proceeds of the Credit Facility (Note 1 1). The early extinguishment of the debt resulted in 
the write off of the applicable unamortized debt issuance cost which is reflected as an extraordinary charge of ($424). 

Six Months Ended June 30, 1999 Compared to Six Months Ended June 30, 1998 

For the six months ended June 30, 1999, sales increased 49.3% to $134,318 from $89,946 for the same period in 1998. Operating losses before 
depreciation, amortization and acquired in-process technology was $(46,854) as compared to $(17,936) for the same period in 1998. 



Sales 

Total sales increased $44,372, or 49.3% to $134,318 for the six months ended June 30, 1999 from $89,946 for the six months ended June 30, 1998. 
The increase was fueled by higher average service connections which increased 73.2% to approximately 885,000 for the six months ended June 30, 
1999 (including connections of the Starpower joint venture) from approximately 511,000 for the six months ended June 30, 1998. The increase in 
average service connections resulted principally from growth in dial-up Internet connections and growth in average advanced fiber connections, 
which increased 534.8% from approximately 23,000 for the six months ended June 30, 1998 to approximately 146,000 for the six months ended June 
30, 1999. Total advanced fiber connections increased 260.4% from approximately 48,000 at June 30, 1998 to approximately 173,000 at June 30, 
1999. Advanced fiber units passed increased 248.0% to approximately 428.000 units at June 30, 1999 from approximately 123,000 units at June 30, 
1998. 

Voice sales increased $15,252. or 122.5%, to $27,707 for the six months ended June 30, 1999 from $12,455 for the six months ended June 30, 1998. 
Approximately $12,800 of the increase in voice sales is attributable to higher average connections. Average advanced fiber voice connections 
increased approximately 680.0% to approximately 34,000 for the six months ended June 30, 1999 (including connections of the Starpower joint 
venture) from approximately 5,000 for the six months ended June 30, 1998. Average off-net voice connections increased approximately 55.0% to 
approximately 62,000 for the six months ended June 30, 1999 from approximately 40,000 for the six months ended June 30, 1998. The remaining 
increase in voice sales is principally attributable to higher revenue per connection. 

Video sales increased $6,770, or 12.4% to $61,359 for the six months ended June 30, 1999 from $54,589 for the six months ended June 30, 1998. 
The increase was primarily due to approximately 25,000 additional average video connections for the six months ended June 30, 1999 as compared to 
the six months ended June 30, 1998. Average on-net video connections grew 79,000 or 438.9% to approximately 97,000 for the six months ended 
June 30, 1999 (including connections of the Starpower joint venture) from approximately 18,000 for the six months ended June 30, 1998. Average 
ofT-net video connections were approximately 172,000 and 226,000 for the six months ended June 30, 1999 and 1998, respectively. Overall higher 
service connections contributed approximately $5,000 to the increase in video sales and higher average revenue per connection principally 
contributed* the remainder. 



Data sales increased $20,122. or 164.0% to $32,393 for the six months ended June 30, 1999 from $12,271 for the six months ended June 30, 1998. 
The increase was primarily due to approximately 293,000 additional average data connections for the six months ended June 30, 1999 as compared to 
the six months ended June 30, 1998. Partially accounting for the increase in average data connections was the inclusion for a full six months in 1999 
of the subscribers acquired from Erois and UltraNet in late February 1998, from Interport in June of 1998 and from JavaNet in July 1998 (the H 1998 
Acquisitions"). 

For the six months ended June 30, 1999, the Company had approximately 505,000 average off-net data connections and approximately 10,000 
average advanced fiber data connections, including connections of the Starpower joint venture. For the six months ended June 30, 1998, the 
Company had approximately 222,000 average off-net data connections, including connections of the Starpower joint venture. 

Other sales increased $2,225, or 20.9% to $12,859 for the six months ended June 30, 1999 from $10,634 for the six months ended June 30, 1998. The 
increase was due primarily to higher reciprocal compensation. Additionally, higher sales of Lancit, which was acquired in a later period of 1998 and 
sold in April 1999 (Note 8) contributed to the increase. 

The Company recognizes that managing customer turnover is an important factor in maximizing revenues and cash flow. For the six months ended 
June 30, 1999, the Company's average monthly chum rate was approximately 2.2%. 



Costs and expenses, excluding depreciation and amortization 

Direct expenses increased $27,022, or 63.9% to $69,318 for the six months ended June 30, 1999 from $42,296 for the six months ended June 30, 
1998. The increase was principally the result of higher sales and a lower margin on video sales due to higher franchise fees and programming rates. 

Operating, selling, general and administrative costs increased $46,268, or 70.5% to $1 1 1,854 for the six months ended June 30, 1999 from $65,586 
for the six months ended June 30, 1998. 



Customer services costs, including order processing, increased approximately $4,852, or 37.4%, for the six months ended June 30. 1999 as compared 
to the six months ended June 30, 1998. The increase is primarily personnel related to support the 73.2% increase in average connections over the 
comparable period in 1998 and to increase the level of service. 

Technical expense, including installation and provisioning, increased approximately $9,616, or 77.5%, for the six months ended June 30. 1999 as 
compared to the six months ended June 30, 1998. Technical expense increases of approximately $12,236 were due to engineering and construction 
headcount and contract labor additions made to plan and execute network expansion and network operations control center monitoring. Rental and 
utility expense, primarily for material storage and hub sites, increased approximately $1,819, partially offset by an increase of approximately $4,578 
in technical costs capitalized as part of the cost basis of the telecommunications network. 

Sales and marketing costs increased approximately $3,674, or 29.5%, for the six months ended June 30, 1999 as compared to the six months ended 
June 30, 1998. The increase resulted principally from additional staff and related commissions and benefits, to cover increases in marketable homes, 
to increase penetration in the Company's existing markets and to increase the number of services per customer. 

General and administrative expenses increased approximately $27,359, or 178.7%, for the six months ended June 30, 1999 as compared to the six 
months ended June 30, 1998. Information technology expenses increased approximately $6,205. The Company is in the process of developing 
information technology systems which will provide a sophisticated customer care infrastructure as well as other administrative support systems. The 
expense increases represent staff additions to both support this effort and maintain the systems as well as consulting expenses associated with the 
planning and analysis stages of such systems development. The Company expects that such charges may increase in the future periods until the 
planning and analysis stages of its IT systems development projects are complete. 

Higher bad debt expense of approximately $2,483 was associated with the increase in sales. Operating taxes, primarily property taxes, increased 
approximately $947 as a result of expanded operations. External legal expense increased approximately $2,297 primarily associated with the 
procurement of regulatory approvals for potential future markets. Approximately $9,707 of the increase in general and administrative expense is 
attributable to the 1998 Acquisitions and the acquisition of Lancit Media, which were included for the full six months in 1999. Rent and utility 
expense increased approximately $1,541 primarily related to additional space required to support the increase in headcount 



Advertising costs for the six months ended June 30, 1999 approximated advertising costs for the six months ended June 30, 1998. 



Depreciation and amortization 

Depreciation and amortization was $62,815 for the six month period ending June 30, 1999 and $36,830 for the six month period ending June 30. 
1998. The increase of $25,985, or 70.6% was the result of a higher depreciable basis of plant resulting primarily from expansion of the Company's 
advanced fiber network, and amortization of intangible assets arising from the acquisitions in 1998. The cost basis of property, plant and equipment 
at June 30, 1999 and 1998 was $796,674 and $415,447, respectively. The basis of intangible assets was $263,194 and $254,460 at June 30, 1999 and 
1998, respectively. 



Non-recurring Acquisition Costs 

Acquisition costs - In-process technology was $18,293 for the six months ended June 30, 1998. In the allocation of purchase price associated with the 
acquisition of Erols and UltraNet, $13,228 and $5,065, respectively, was determined to represent acquired in-process research & development 
("IPR&D"). Specifically, four projects were identified which qualified as IPR&D by definition of not having achieved technological feasibility and 
representing technology which at the point of acquisition offered no alternative use other than the defined project. The fair value of the IPR&D 
projects associated with these acquisitions is based upon a discounted cash flow analysis modified to represent only that portion of the project 
associated with completed research and development efforts at the date of acquisition. For both the Erols and the UltraNet acquisitions, RCN 
identified the R&D development projects to include- 

-Cable Modem Internet access for subscribers, consisting of projects to develop the hardware, systems and software to permit subscribers to be 
offered high-speed Internet access through direct cable connection. The remaining development effort is concerned with technical standards for 
this service and with the design and integration of this product into RCN's cable and fiber optic network. RCN management estimated that this 
project for both acquisitions was approximately 70% complete at the date of acquisition. 

-Internet Telephony, representing projects to develop the potential for dial- up telephone service through the Internet. This service area presented 
significant technical challenges as well as political, commercial and market challenges to be faced before service could be offered to subscribers. 
Since at the acquisition date neither hardware nor systems have been acquired or developed in support of this new product, a high degree of 
development activity remains. RCN management estimated that this project for both acquisitions was only approximately 20% complete at the 
date of acquisition. 

-E-Commerce Systems, consisting of the companies' efforts to develop a suitable system that would permit subscribers to conduct commercial 
activities over the Internet. Following evaluation of commercially-available packages, none were capable of meeting subscriber needs and 
development of the suitable system was undertaken. RCN management estimated that the project for both acquisitions was approximately 90% 
complete at the date of acquisition. 



-High-speed shared office Internet access, representing a blending of fiberoptic and Internet networking technologies, was under development as a 
package to be offered to commercial clients. While the technical challenges were still being addressed at the acquisition date, there was no 
certainty that this system would result in a competitive product offering in the market. The management of RCN estimated that the project for both 
acquisitions was approximately 75% complete at the date of acquisition. 

Relative to the qualification of these projects as IPR&D projects under the meaning within Statement of Financial Accounting Standards No. 2 
("SFAS 2"), each represented at the date of acquisition a development project associated with new and uncertain technology that was incomplete and 
had not reached technical feasibility. Further, the technology under development in each of these areas was not seen to present opportunities for 
alternative future use should the contemplated development project fail to achieve completion. In each of the above projects, the uncertainty 
associated with each, in the absence of a successful product introduction, may result in the possible abandonment of the project and the loss of both 
invested development funds and the profit contributions that such projects were expected to bring to the business as a whole. 

Interest income 

Interest income was $32,492 and $26,808 for the six month periods ended June 30, 1999 and 1998, respectively. The increase of $5,684, or 21.2%, 
results from higher average cash, temporary cash investments and short-term investments as compared to the same period in 1998. Cash, temporary 
cash investments and short-term investments were approximately $1,739,000 at June 30, 1999 and approximately $1,154,000 at June 30, 1998. 
During 1999, proceeds from the following increased cash, temporary cash investments and short-term investments: (1) the issuance of 250,000 shares 
of a new issue of the Company's Series A Preferred Stock in April 1999, which yielded net proceeds of approximately $239,979, (2) the issuance of 
9,200,000 shares of the Company's common stock, in May 1999, which yielded net proceeds of approximately $344,043 and (3) $500,000 from new 
borrowings, partially offset by the repayment of the Company's $100,000 term loan (Note 1 1). These increases were partially offset by approximately 
$1,846 resulting from a lower average yield, higher capital expenditures, and higher working capital. 



Interest expense 

For the six months ended June 30, 1999, interest expense was $67,462 as compared to $49,654 for the six months ended June 30, 1998. The increase 
resulted primarily from higher interest of $8,398 relating to the 11% senior discount notes issued in June 1998. In June 1999, the Company entered 
into the Credit Facility Credit Facility with the Chase Manhattan Bank (Note 10). On closing, the Company borrowed $500,000 under the eight-year 
term loan facility, contributing an additional $3,417 to the increase. The remaining increase is due to higher accretion on the 11.125% and the 9.8% 
senior discount notes issued in 1997 and 1998, respectively of $7,431. These increases were partially offset primarily by lower interest relating to 
the prepayment of the $100,000 term loan (Note 11) and higher capitalized interest aggregating approximately $2,605. 



Gain on the sale of Lancit 

In April 1999, the Company sold it's investment in Lancit to JuniorNet, a commercial-free online learning service for children, for approximately 
$24,600 in cash. Concurrent with the sale, the Company acquired an ownership interest in JuniorNet of approximately 47.54%. The Company 
recognized a $8,930 gain on the sale. The Company also deferred $8,201 representing the portion of the gain attributable to the Company's ownership 
interest in JuniorNet immediately after the acquisition. 



Income tax 

The Company's effective income tax rate was a benefit of 1.9% and 10.4% for the six months ended June 30, 1999 and June 30, 1998, respectively. 
The primary reason for the difference is that the tax effect of the Company's cumulative losses has exceeded the tax effect of accelerated deductions, 
primarily depreciation, which the Company has taken for federal income tax purposes. As a result, generally accepted accounting principles do not 
permit the recognition of such excess losses in the financial statements. This accounting treatment docs not impact cash flows for taxes or the 
amounts or expiration periods of actual net operating loss carryovers. 

Minority interest 

For the six months ended June 30, 1999 and 1998 minority interest of $12,106 and $7,054, respectively, primarily represents the interest of Boston 
Edison Company ("BECO") in the loss of RCN-BECOCOM. 

Equity in the loss of unconsolidated entities 

For the six months ended June 30, 1999, equity in the loss of unconsolidated entities primarily represents the Company's share of the losses and 
amortization of excess cost over net assets of; Megacable of $465, Starpowcr $5,908 and JuniorNet of $4,143. For the six months ended June 
30,1998, equity in the loss of unconsolidated entities primarily represents the Company's share of the losses and amortization of excess cost over net 
assets of Megacable of $ 1 ,05 1 and Starpower of $4,923. 



Liquidity and Capital Resources 

Because our network development plan involves relatively low fixed costs, we are able to schedule capital expenditures to meet expected subscriber 
growth in each major market. Our principal fixed costs in each such market are incurred in connection with the establishment of a video transmission 
and telephone switching facility. To make each market economically viable, it is then necessary to construct infrastructure to connect a minimum 
number of subscribers to the transmission and switching facility. We phase our market entry projects to ensure that we have sufficient cash on hand 
to fund this construction. 

Based on its current growth plan, the Company expects that it will require a substantial amount of capital to expand the development of its network 
and operations into new areas within its larger target markets. The Company needs capital to fund the construction of its advanced fiber optic 
networks, upgrading its Hybrid Fiber/Coaxial plant, fund operating losses and repay its debts. The Company currently estimates that its capital 
requirements for the period from January 1, 1999 through 2000 will be approximately $1.8 billion, which include capital expenditures of 
approximately $700 million in 1999 and approximately $1 billion in 2000. These capital expenditures will be used principally to fund additional 
construction to the Company's fiber optic network in high density areas in the Boston, New York, Washington, D.C. and San Francisco Bay markets 
as well as to expand into new markets and to develop its information technology systems. These estimates are forward-looking statements that may 
change if circumstances related to construction, timing or receipt of regulatory approvals and opportunities to accelerate the deployment of the 
Company's networks do not occur as expected. In addition to the Company's own capital requirements, its joint venture partners are each expected to 
contribute approximately $275 million, of which approximately $176 million has been contributed, to the joint ventures through 2000 in connection 
with development of the Boston and Washington, D.C. markets. 



The Company expects to supplement its existing available credit facilities and operating cash flow by continuing to seek to raise capital to increase 
its network coverage and pay for other capital expenditures, working capital, debt service requirements, anticipated future operating losses and 
acquisitions. 

The Company's current joint venture agreements reduce the amount of expenditures required by RCN to develop the network due both to access to 
the joint venture partners' existing facilities and to the anticipated joint venture partners' equity contributions. However, the joint venture 
arrangements will also reduce the potential cash flows to be realized from operation of the networks in the markets in which the joint ventures 
operate and restrict the Company's access to cash flow generated by the joint ventures (which will be paid in the form of dividends). The Company 
may enter into additional joint ventures in the future as the Company begins to develop new markets. 

Pursuant to an exchange agreement between BECO and the Company, BECO had the right at the time of the distribution of RCN common stock in 
September 1997, and has the right every two years thereafter, to convert all or a portion of its ownership interest in the RCN-BECOCOM joint 
venture into RCN common stock pursuant to specific terms and conditions, including exercise periods, appraisal procedures ana* restrictions 
specifically set forth in the exchange agreement. BECO may exercise its conversion rights, in whole or in part, from time to time. The exchange 
agreement also grants customary registration rights to BECO with respect to shares of common stock issued upon exchange of its investment interest 
in RCN-BECOCOM. In February 1999, BECO converted a portion of its interest into 1,107,539 shares of RCN common stock pursuant to its rights 
under the exchange agreement. Capital contributions to the joint venture will continue to be made 49% by BECO and 51% by RCN unless BECO 
disposes of shares it receives on any conversion. BECO has indicated to the Company that it may make future conversions of its ownership interest in 
respect of the option to exchange expiring in September 1999. 

Sources of funding for the Company's further financing requirements may include vendor financing, public offerings or private placements of equity 
and/or debt securities, and bank loans. There can be no assurance that sufficient additional financing will continue to be available to the Company or, 
if available, that it can be obtained on a timely basis and on acceptable terms. Failure to obtain such financing could result in the delay or curtailment 
of the Company's development and expansion plans and expenditures. Any of these events could impair the Company's ability to meet its debt 
service requirements and could have a material adverse effect on its business. 

In October 1997, the Company raised $575,000 in gross proceeds from an offering of two tranches of debt securities. The offering was comprised of 
$225,000 principal amount of 10% Senior Notes and $601,045 principal amount at maturity of 11 1/8% Senior Discount Notes, both due in 2007, 
The proceeds include approximately $44,000 of restricted cash to be used to fund the Escrow Account to pay interest on the 10% Senior Notes for 
three years. In February 1998, the Company raised $350,587 in gross proceeds from an offering of $567,000 principal amount at maturity of 9.8% 
Senior Discount Notes, due in 2008. In June 1998 the Company raised $149,999 in gross proceeds from an offering of $256,755 principal amount at 
maturity of 1 1% Senior Discount Notes, due 2008. Also in June 1998, the Company raised $1 12,866 in net proceeds from an offering of 6*098,355 
shares of the Company's Common Stock. The Indentures for the Notes referred to above all contain similar provisions. The Chase Manhattan Bank 
acts as Trustee for each of the Indentures. All the aforementioned Notes are general senior unsecured obligations of RCN. The 9.8% Senior Discount 
Notes will mature on February 15, 2008. The 9.8% Senior Discount Notes will not bear cash interest prior to February 15, 2003. Thereafter, cash 
interest on the notes will accrue at 9.8% per annum and will be payable semi-annually in arrears on February 15 and August 15 of each year 
commencing February 15, 2003. The 10% and 1 1 1/8% Notes (the "1997 Notes") will mature on October 5, 2007, Interest on the 10% Senior Notes 
.is payable in cash at a rate of 10% per annum semi- annually in arrears on each April 15 and October 15, commencing April 15, 1998. 



The 1 1 1/8% Senior Discount Notes will not bear cash interest prior to October 15, 2002. Thereafter, cash interest on the notes will accrue at a rate 
of 1 1 1/8% per annum and will be payable semi-annually in arrears on April 15 and October 15 of each year commencing April 15. 2002. The 1 1% 
Senior Discount Notes will not bear cash interest prior to January 1, 2003. Thereafter, cash interest on the notes will accrue at a rate of 1 1% per 
annum and will be payable semi-annually in arrears on January 1 and July I of each year, commencing July 1, 2003. 

The 9.8% Senior Discount Notes are redeemable, in whole or in part, at any time on or after February 15, 2003 at the option of RCN. The 9.8% 
Senior Discount Notes may be redeemed at redemption prices starting at 104.900% of the principal amount at maturity and declining to 100% of the 
principal amount at maturity, plus any accrued and unpaid interest. The 1997 Notes are redeemable, in whole or in part, at any time on or after 
October 15, 2002 at the option of RCN. The 10% Senior Notes may be redeemed at redemption prices starting at 105% of the principal amount and 
declining to 100% of the principal amount, plus any accrued and unpaid interest. The 11 1/8% Senior Discount Notes may be redeemed at 
redemption prices starting at 105.562% of the principal amount at maturity and declining to 100% of the principal amount at maturity, plus any 
accrued and unpaid interest The 1 1% Senior Discount Notes will be redeemable, in whole or in part, at any time on or after July 1, 2003 at the option 
of RCN. The 1 1% Senior Discount Notes may be redeemed at redemption prices starting at 105.5% of the principal amount at maturity and declining 
to 100% of the principal amount at maturity, plus accrued and unpaid interest. 

RCN may, at its option, use the net proceeds of certain offerings of RCN Common Stock to redeem up to an aggregate of 35% of the aggregate 
principal amount at maturity of the debt securities issued under the Indentures at a certain premium. Upon the occurrence of a change of control, 
RCN must make an offer to purchase all of the debt securities issued under the Indentures then outstanding at a premium. 

The Indentures contain certain convenants that, among other things, limit the ability of RCN and its subsidiaries to incur indebtedness, pay dividends, 
prepay subordinated indebtedness, repurchase capital stock, engage in transactions with stockholders and affiliates, create liens, sell assets and 
engage in mergers and consolidations. 

On April 7, 1999, Hicks, Muse, Tate & Furst, through Hicks Muse Fund IV purchased 250,000 shares of Series A Preferred Stock, par value $1 per 
share, for gross proceeds of $250,000. The Series A Preferred Stock is cumulative and has an annual dividend rate of 7% payable quarterly in cash 
or additional shares of Series A Preferred Stock and has a initial conversion price of $39.00 per share. The Series A Preferred Stock is convertible 
into common stock at any time. The Series A Preferred Stock is subject to a mandatory redemption on March 31, 2014 at $1,000 per share, plus 
accrued and unpaid dividends, but may be called by the Company after four years. At June 30, 1999 the Company paid dividends in the amount of 
$4,083 in the form of additional shares of Series A Preferred Stock. At June 30, the number of common shares that would be issued upon conversion 
of the Series A Preferred Stock was 6,5 14,949. The Company incurred $10,000 of issuance cost in connection with the sale of the Series A Preferred 
Stock. 

On May 27, 1999 the Company completed a public offering of 9,200,000 shares of RCN common stock, par value $1 per share, with a price to the 
Public of $39.00 per share. The net proceeds to the Company were approximately $344,043 after deducting issuance costs. 

The Company and certain of its subsidiaries together, (the "Borrowers") entered into a $1,000,000 Senior Secured Credit Facility (the "Credit 
Facility") with the Chase Manhattan Bank and certain other lenders. The collateralized facilities are comprised of a $250,000 seven-year revolving 
credit facility (the "Revolver"), a $250,000 seven-year multi-draw term loan facility (the "Term Loan A") and a $500,000 eight-year term loan 
facility (the Term Loan B"). All three facilities are governed by a single credit agreement dated as of June 3, 1999 (the "Credit Agreement"). 

The Revolver may be borrowed and repaid from time to time. Up to $150,000 of the Revolver may be used to fund working capital needs and for 
general corporate purposes. The remaining $100,000 of the Revolver as well as the term loans may be used solely to finance telecommunications 
assets. The amount of the commitments under the Revolver automatically reduces to $175,000 on June 3, 2005 and the remaining commitments are 
reduced quarterly in equal installments through to maturity at June 3, 2006. The Revolver can also be utilized for letters of credit up to a maximum of 
$15,000. As of June 30, 1999 approximately $7,000 in the form of letters of credit had been drawn under the Revolver. 

The Term Loan A is available for drawing until December 3, 2001, at which time any undrawn commitments expire. At June 30, 1999 there were no 
outstanding loans under the Term Loan A. Any outstanding borrowings under the Term Loan A at September 3, 2002 will be repaid in quarterly 
installments based on percentage increments of the Term Loan A that start at 3.75% per quarter on September 3, 2002 and increase in steps to a 
maximum of 10% per quarter on September 3, 2005 through to maturity at June 3, 2006. 

As of June 30, 1999. $500,000 of the Term Loan B was outstanding. The Term Loan B was fully drawn at closing. Amortization of the Term Loan B 
starts on September 3. 2002 with quarterly installments of $1,000 per quarter until September 3, 2006 when the quarterly installments increase to 
$ 1 2 1 .000 per quarter through to maturity at June 3, 2007. 

The interest rate on the Credit Facility is, at the election of the Borrowers, based on either a LIBOR or an alternate base rate. For a Revolver or Term 
Loan A borrowing, the interest rate will be LIBOR plus a spread of up to 300 basis points or the base rate plus a spread of 200 basis points, 
depending upon whether the Company's EBITDA has become positive and thereafter upon the ratio of debt to EBITDA. In the case of the Revolver 
and the Term Loan A. a fee of 125 basis points on the unused commitment accrues until the Company's EBITDA has become positive and thereafter 
at up to 125 basis points depending upon the Company's utilization of the commitments. For all Term Loan B borrowings the interest includes a 
spread that is fixed at 350 basis points over the LIBOR or 250 basis points over the alternate base rate. 

The Credit Agreement contains conditions precedent to borrowing, events of default (including change of control) and covenants customary for 
facilities of this nature, including financial covenants and covenants limiting debt, liens, investments, consolidations, merger, acquisitions, asset 
sales, sale and leaseback transactions, payments of dividends and other distributions, making of capital expenditures and transactions with affiliates. 
In addition, the Borrower's are subject to a prohibition on granting pledges, as well as entering into certain other restrictive agreements, and subject to 
certain exceptions and reinvestment rights; the Borrowers must apply 50% of excess cash flow for each fiscal year commencing with the fiscal year 
ending on December 31, 2002 and certain cash proceeds realized from certain asset sales, certain payments under insurance policies and certain 
incurrences of additional debt to repay the Credit Facility. 



The Credit Facility is secured by substantially ail of the assets of the Company and its subsidiaries. 

Prepayments of thtf eight-year term loan require payment of a fee of 2% of the amount of such prepayment if made on or prior to June 3, 2000 and 
1% of such prepayment if made thereafter but on or prior to June 3, 2001. 

The foregoing summary of certain provisions of the Credit Agreement does not purport to be complete and is subject to, and qualified in its entirety 
by reference to the Credit Agreement. 



The Company has indebtedness that is substantial in relation to its shareholders' equity and cash flow. At June 30, 1999 the Company had an 
aggregate of approximately $1,716,320 of indebtedness outstanding, and the ability to borrow up to an additional $500,000 under the Credit 
Agreement. The Company also has cash, temporary cash investments and short-term investments aggregating approximately $1,739,093, and a 
current ratio of approximately 10.5:1. 

As a result of the substantial indebtedness of the Company, the Company's fixed charges are expected to exceed its earnings for the foreseeable 
future. Based on its current plans, the Company will require substantial additional capital particularly in connection with the buildout of the 
Company's networks and the introduction of its telecommunications services to new markets. The leveraged nature of the Company could limit its 
ability to effect future financing or may otherwise restrict the Company's business activities. 



The extent of the Company's leverage may have the following consequences: (i) limit the ability of the Company to obtain necessary financing in the 
future for working capital, capital expenditures, debt service requirements or other purposes; (ii) require that a substantial pom on of the Company's 
cash flows from operations be dedicated to the payment of principal and interest on_its indebtedness and therefore not be available for other purposes; 
(iii) limit the Company's flexibility in planning for, or reacting to, changes in its business; (iv) place the Company at a competitive disadvantage as 
compared with less leveraged competitors; and (v) render the Company more vulnerable in the event of a downturn in its business. 

For the six months ended June 30, 1999, the Company's net cash used in operating activities was $(57,278), comprised primarily of a net loss of 
($131,536) adjusted by non-cash depreciation and amortization of $62,815, other non-cash items totaling $44,254, working capital changes of 
$(21,137). Net cash used in investing activities of ($638,309) consisted primarily of purchases of short-term investments of $1,743,668, additions to 
property, plant and equipment of $196,231, acquisition costs of $47,131, an investment in an unconsolidated joint venture of $9,455 partially offset 
by sales and maturities of short-term investments of $1,339,955 and the proceeds from the sale of a business segment of $23,71 1. Net cash provided 
by financing activities of $1,016,255 consisted primarily of proceeds from the issuance of common stock $344,649, the issuance of preferred stock 
$239,979, the issuance of long-term debt $500,000, the contribution from minority interest partner of $49,000, partially offset by a decrease in 
investments restricted for debt service of $1 1,250, payments made for debt financing costs and capital lease obligations of $31,562 and $100,447 
respectively. 



IMPACT OF THE YEAR 2000 ISSUE 

Certain statements concerning Year 2000 issues, which contain more than historical information* may be considered forward-looking statements 
within the meaning of the Private Securities Litigation Reform Act of 1995 and are thus subject to risks and uncertainties. Actual results may differ 
materially from those expressed by any forward-looking statements. The Company's Year 2000 discussion should be read in conjunction with the 
Company's statement on forward-looking statements which appears at the beginning of this Management's Discussion and Analysis of Financial 
Condition and Results of Operations. 

State of Readiness 

The Company has certain information technology ("IT") systems (systems used in the management of the business) and non-information technology 
("non-IT H ) systems (systems used to provide service to customers) which are subject to Year 2000 exposures and require remediation. The Company 
has established a Year 2000 Program Management Office ("PMO") which is staffed with personnel who address, on a full-time and ongoing basis, 
the Year 2000 issue. This group is led by a full-time Director who reports in the organization, on a daily basis, directly to the Senior Vice President of 
IT and, on a periodic basis, to a Year 2000 Steering Committee comprised of the Company's Chairman, President, Chief Financial Officer, Senior 
Vice President of IT, General Counsel and President of Network Technology. The PMO personnel work with subject matter experts consisting of 
current employees from various disciplines across the Company to specifically identify these systems and implement a plan for remediation. This 
plan, the Year 2000 Compliance Program, includes a 5-step process of remediation as follows: 

1. inventory 2. planning 3. assessment 4. repair 5. integration 

The Company has evaluated which systems are critical to its operations and has prioritized its Year 2000 remediation efforts to address these systems 
first. As a result, the Company is in different stages of this Program for its various systems. 

For business reasons unrelated to Year 2000 issues, the Company is replacing its financial, billing, operational support, and customer services 
systems. These systems are critical to the Company's operations. The financial system replacement involved converting the legacy of financial 
systems to a state-of- the-art Oracle system. The Oracle system, which went into production use on November 1, 1998, is expected to ensure Year 
2000 compliance in financial applications. The replacement systems for the Company's billing, operational support and customer services will also be 
Year 2000 compliant at installation. The replacement of the billing, operational support and customer service systems is in process and includes 
substantial' risk of not progressing along the planned time line due to the scope of the project. To manage this risk, the Company has assumed that the 
replacement systems will not be available before the Year 2000. To ensure business continuity, and as a contingency strategy, the Company is 
renovating the current billing, operational support and customer service systems which are not already Year 2000 compliant. The Company's 
switches and head-ends are also critical systems and are either currently Year 2000 compliant or are expected to be compliant with the next vendor 
software upgrade. Most of the software upgrades are completed, with the last upgrade expected to be installed by September 30, 1999. 



The Company has completed most renovations critical to its IT systems. The Company has begun testing of some of its critical systems and expects 
thorough integration testing to be completed by September 30, 1999. The Company completed an inventory of its non-IT systems which must be 
remediated and is in the process of developing a specific remediation plan and timetable for those systems. 

The Year 2000 compliance status of interdependent third parties is not yet fully known. The Company recognizes the importance of communication 
with third parties to determine their plans for becoming Year 2000 compliant The Company estimates that it has approximately 400 critical vendors 
and has sent surveys regarding the Year 2000 remediation to those vendors. The Company has received responses from approximately 80% of these 
vendors and is in the process of assessing these responses. The Company is vigorously pursuing the timely receipt of relevant information from the 
remaining vendors. The Company will assess its remediation plans based on those responses. The Company is also working with integrated providers 
and will be setting up testing, according to their communications. The Company will be reviewing the process of risk and contingency planning 
associated with noncompliant vendor responses (see "Risk Assessment and Contingencies" below). There can be no assurance that third parry 
systems will be made Year 2000 compliant in a timely manner or that non-compliance of these systems would not have a material adverse effect on 
the Company's operations and financial condition. 



No other IT projects have been deferred due to the Year 2000 remediation efforts. 
Cost 



Based upon its current assessment, the total cost associated with the Company's Year 2000 Compliance Program is not expected to be material to the 
Company's results of operations or financial position. The estimated total cost of the Company's Year 2000 Compliance Program is approximately 
$5,500. This is comprised of approximately $3,300 for salaries, facilities and consulting services; approximately $1,200 for program code 
remediation; approximately $500 for equipment replacement and approximately $500 for testing. To date, approximately $1,367 has been incurred of 
which approximately $967 was incurred in the first six months of 1999. The cost for replacing systems which had been planned, and for which the 
timeline for replacement was not accelerated due to Year 2000 issues, have not been included. 



Risk Assessment and Contingencies 



Through current and constant systems reassessment, the Company does not believe it is exposed to any significant Year 2000 risk with respect to its 
critical systems other than would be caused by substantial deviation from the plans and time frames set forth above, in particular, with respect to our 
ability to bHl customers, track collections of receivables and provide services for new orders. The Company is currently in the process of identifying 
its other systems requiring remediation and intends to apply its five-step program as outlined above to these systems based on each system's priority 
in operations. 

The most significant risk posed to the Company due to vendor noncompliance is a possible disruption of service to cable modem customers 
associated with noncompliant software of a critical vendor. The Company has received the compliant software to replace current cable modems. 



Item 3. Quantitative and Qualitative Disclosures About Market Risk 

The Company has adopted Item 305 of Regulation S-K "Quantitative & qualitative disclosures about market risk" which is effective in financial 
statements for fiscal years ending after June 15, 1998. The Company currently has no items that relate to "trading portfolios". Under the "other than 
trading portfolios" the Company does have four short-term investment portfolios categorized as available for sale securities that are stated at cost 
which approximates market, and which are re-evaluated at each balance sheet date and one portfolio that is categorized as held to maturity which is 
an escrow account against a defined number of future interest payments related to the Company's 10% Senior Discount Notes. These portfolios 
consist of Federal Agency notes, Commercial Paper, Corporate Debt Securities, Certificates of Deposit, U.S. Treasury notes, and Asset Backed 
Securities. The Company believes there is limited exposure to market risk due primarily to the small amount of market sensitive investments that 
have the potential to create material market risk. Furthermore, the Company's internal investment policies have set maturity limits, concentration 
limits, and credit quality limits to minimize risk and promote liquidity. The Company did not include trade accounts payable and trade accounts 
receivable in the "other than trading portfolio" because their carrying amounts approximate fair value. 

The objective of the Company's "other than trading portfolio" is to invest in high quality securities and seeks to preserve principal, meet liquidity 
needs, and deliver a suitable return in relationship to these guidelines. 



Item 2. Changes in Securities and Use of Proceeds 



Part II - OTHER INFORMATION 



On April 7, 1999, Hicks, Muse, Tate & Furst, through Hicks, Muse, Tate & Furst Equity Fund IV, L.P., ("Hicks Muse Fund IV") purchased 250.000 
shares of a new issue of RCN Series A 7% Senior Convertible Preferred Stock ("Series A Preferred Stock"), par value $1 per share, for gross 
proceeds of $250,000. The Series A Preferred Stock is cumulative and has an annual dividend rate of 7% payable quarterly in cash or additional 
shares of Series A Preferred Stock and has an initial conversion price of $39.00 per share, The Series A Preferred Stock is convertible into common 
stock at any time. The Series A Preferred Stock is subject to mandatory redemption on March 3 1, 2014 at $1,000 per share, plus accrued and unpaid 
dividends, but may be called by the Company after four years. In connection with the transaction Hicks, Muse, Tate & Furst Equity Fund IV 
nominated Michael J. Levitt, a Partner of Hicks, Muse, Tate & Furst, to become a member of RCN's Board of Directors. At June 30, 1999 the 
Company paid dividends in the amount of $4,083 in the form of additional shares of Series A Preferred Stock. At June 30, 1999, the number of 
common snares that would be issued upon conversion of the Series A Preferred Stock was 6,514,949. The Series A Preferred Stock was sold without 
registration to a single accredited investor in a private placement under section 4(2) of the Securities Act of 1933. 

Item 4. Submission of matters to a vote of security holders 

The Annual Meeting of Shareholders was held on May 19, 1999. Matters submitted to and approved by Shareholders were as follows: 

1 ) The election of Class II Directors to serve a term of three years 

Nominee For Withheld 

Alfred Fasola 55,365,545 62,618 

Bruce C. Godfrey 55,367,745 60,418 

Richard R. Jaros 55,367,727 60,436 

Michael B^Yanney 55,367,645 60,518 

Additional Directors whose term of office as a Director continued after 
the meeting included: 

James Q. Crowe David C. McCourt 

Stuart E. Graham Thomas P. O'Neill, III 

Michael J. Levitt Eugene Roth 

Michael J. Mahoney Walter Scott, Jr. 

Thomas J. May 

2) The ratification of the selection of PricewaterhouseCoopers LLP as the Company's independent auditors for the year ending December 31, 

1999. 

For Against Abstain 

55,377,837 29,255 21,071 

Item 6. Exhibits and Reports on Form 8-K 
(a.) Exhibits 

(3) Certificate of Designations, Preferences and Rights of Series A 7% Senior Convertible Preferred Stock 

(10) Stock Purchase Agreement, dated as of March 18, 1999, between RCN Corporation and HMTF Live Wire Investors, LLC relating to the 
purchase and sale of Series A 7% Senior Convertible Preferred Stock 

( 1 0) Amendment No. 1 the Stock Purchase Agreement, dated as of April 7, 1999, among RCN Corporation and HMTF Live Wire Investors, LLC 
and HM4 RCN Partners. 

(27) Financial Data Schedule 

(b.) Reports on Form 8-K 



None 



SIGNATURES 



tSE^^"^ EXChangC ^ ° f ,934 ' ta ** — *" » * signed on its b eha.f by the 

Date: August 16, 1999 



undersigned thereunto duly authorized 

RCN Corporation 



/s/ Bruce C. Godfrey 

Bruce C. Godfrey 
Executive Vice President and 
Chief Financial Officer 



ATTACHMENT B 
PRE- AND POST RESTRUCTURING ORGANIZATIONAL CHART 



PRE 



RCN Corp. 



RCN Telecom Services, Inc. 
f/k/a RCN Telecom Services 
of Pennsylvania, Inc. 



RCN 
Telecom Services 
Inc. 






RCN 
Long Distance 
Company 





POST 



RCN Corp. 



RCN Telecom Services, Inc. 
f/k/a 

RCN Telecom Services 
of Pennsylvania, Inc. 



297589.1 



STATE OF NEW JERSEY 



COUNTY OF 




VERIFICATION 



I, Michael J. Mahoney, hereby declare under penalty of perjury, that I am President and 
Chief Operating Officer, RCN Corporation, the parent company of the Petitioner in this 
proceeding; that I am authorized to make this verification on the Petitioner's behalf; that I have 
read the foregoing petition and exhibits; and that the facts stated therein are true and correct to 
the best of my knowledge, information and belief. In addition, I hereby declare that the 
Petitioner agrees to adhere to all state laws and all commission policies, rules and orders. 




Michael J. Mahoney ^ 
President and Chief Operating Officer 

RCN Corporation 



Subscribed and sworn to before me this 20 day of September, 1999. 




fotary Public 

KATHLEEN SPARRCWE 



NOTARY PUBLIC OF NEW JCRSEY 



MY COMMISSION EXPIRE? OCT 26,2000 

My Commission expires: 



